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CHAPTER ONE
INTRODUCTION
1.1     BACKGROUND OF THE STUDY
The currency of a nation would normally serve as a medium of exchange a standard of rate and a store of value. A close perusal of these functions would show that in a complex economy. Money is usually the only accepted medium through which a buyer pays a seller. Money is a convenient way to store wealth for use whenever it is needed. If however, the value of a currency is not stable, the value of that wealth will diminish daily. The Nigeria currency has contributed to lose value over a long period of time. Lispesy (1977) defined currency depreciation as a fall in the free market value of domestic value of domestic value of domestic currency in terms of foreign currencies. This study is centered on some specific variables the currency depreciation rate per year is the independent variable while GOP (gross domestic product). Interest rate and inflation are the dependent variables.

Adujie (2012) argued that countries like Ghana, Jamaica etc have better strength currencies and international respect compared to Nigeria. And this is not because those counties are more productive nor do they possess more robust export base in comparison with Nigeria. These counties do have comparative advantage to terms of market size or population, gross domestic product and export base in comparison to Nigeria. Depreciation of the naira has affected all the facets of the economic life of very Nigerian. This situation has been characterized by economy instituting inflationary perverse and high cost of doing business. Currency depreciation refers to a sharp fall in currency. Nigeria has been experiencing currency depreciation for a very long period of time and as years go by. This does have service consequences on the economy depreciation of the naira have been occurring from 1986 till date. GDP (grow domestic product) is the total value of all final goods and services product for the market place chairing a green year within a nation boundary. It is an aggregate measure or production equal to the sum of the gross varies added units engaged in production (plus any taxes and minus any subsidies on products not induced in the value of them output). According to Dickinson (2012) GDP is usually measured in three ways all of which should in principle give same result. These are the production (or output or value added) approach, the income approach of the expenditure approach. The most direct of the three is the production approach which sums the output of every class of enterprise to arrive at the total. One thing people want to know about their economy is whether its total outputs of goods and services is growing or sinking. GDP is measured in the currency of the country in question and Nigeria’s currency is depreciating, due to this depression of naira at will affect the measuring of GDP in Nigeria.

Interest rate as described by Burton (2008) is the rare at which interest is paid by borrower (debtor) for the use of money that they borrow from a under (creditor). Interest rate are vital tools of monetary policy and are taken onto account when dealing with variables like inflation, investment etc. it is a rate charged or paid for the use of money one to the depreciation of naira, borrowing from other countries will be difficult because the interest charged will be higher.

         The problem of how to reduce inflation has been a central issue among policy markers 1970s Falaki (2010) wrote that one of the cause of nation depreciation inflation is the rate at which the general level by price of goods and service rising and subsequently, purchasing is falling. Inflation begins with money loosing its value. So therefore it is against the background or overview that this study is being centered.

1.2.    STATEMENT OF PROBLEM
The depreciation of naira persistently has various affects on the economy of, Nigeria. The instability and continuous depreciation of the naira has done a lot of damage to the economy of the nation. The effect of the economy include decline standard of living of the populace, increased cost of production cost push inflation etc.

One of the major course of naira depreciation is the balance of payment disequilibrium. Nigeria’s import become more than the export and this affected the currency because the external reserves decreased. Fiscal deficit has been a major course of naira depreciation; this has resulted to excess liquidity in the economy. The central bank has also attributed to the major course of naira depreciation to excess liquidity and it is blamed on the federal government for not yielding to its activities. On spending especially the disbursement of Nl98biIion oil wind fall to the state and local government. This was the course of naira depreciation back then in 2001, 2002 and 2003

It is against the above problem that the sandy intends to finds out.

1.      The effect of currency depreciation rate on gross domestic product.

2.      The issue of currency depreciation rate on interest rate.

3.      The impact of currency depreciation rate on inflation.

1.3 
OBJECTIVE OF STUDY
The main objective of this study is to critically find out the impact of persistent depreciation of the naira currency on the growth of Nigeria economy. Other purposes of this study are:

a.       To find out the effect of currency depreciation rate on grow domestic product (GDP)

b.      To surgically find out how currency depreciation rate affect interest rate

c.      To find out the impact of currency depreciation rate on inflation.

1.4.    RESEARCH QUESTION
To obtain a vivid understanding of these studied problems the following question will be relevant.

a.       To what extent does currency depreciation rate affect gross domestic product (GDP)?

b.      How does currency depreciation rate affect interest rate?

c.      Does currency depreciation rate have impact on inflation in Nigeria?

1.5
RESEARCH HYPOTHESIS
The hypothesis is:

Ho1:   There is no significant relationship between currency depreciation rate and gross domestic product

Ho2: There is no significant relationship between currency depreciation rate and interest rate

Ho3: There is no significant relationship between currency depreciation rate and inflation

1.6     SCOPE AND LIMITATION OF STUDY
The research work was carried out in Delta state Nigeria. The study covers the period from 2000- 2013 for analyses. The scope of the study shall be restricted to the economic activities of Nigeria. Therefore this research study covers the causes or effect of the persistent depreciation of the naira. It will also show the impact of currency depreciation and how it affect investors, businesses and the economy as a whole. The data used in this research is a secondary data and the type of secondary data employed is the time series data.

1.7     SIGNIFICANCE OF THE STUDY

The study is revival of the particularly Persistent Deprecation of Naira Currency. Companies that engage in currency activities will found the result of the study (A the study useful in their operations. It will help the market policy in determining the realistic policy exchange rate of the currency to enhance industrial performance. Lastly, this research work would help industry to develop alternatives sources of raw material.

1.8
DEFINITION OF TERMS

DEVALUATION: Is the reduction in value of a currency, relative to all other currencies. In a fixed rate regime, only a country’s central bank can undertake devaluation of its currency. The impact of devaluation is to make exports less expensive to foreign buyer and imports more expensive for domestic buyers. Thus devaluation will shift a country’s trade balance or balance of payment. Sufficient devaluation is presumed to make a country so much more competitive than other countries that competitive devaluation can in effect be considered the export of unemployment. However, following the Asian currency crisis, there is evidence devaluation is not always expansionary. The IMF has as part of its mission the mandate to discourage devaluation for competitive reasons in order to maintain of exchange rates. The opposite of devaluation is revalidation.

CURRENCY: In economics, currency refers to physical objects generally accepted as a medium of exchange. These are usually the coins and banknotes of a particular government, which comprise the physical aspect of a nations money supply. The other part of a nations money supply consists of bank deposits (sometimes called deposit money) ownership of which can be transferred by means of cheques, debit card, or other forms of money transfer.

BALANCE OF PAYMENT: A record of all transactions made between one particular country and all other countries during a specified period of time. BOP compares the dollar difference of the amount of exports and imports including all financial export and imports. A negative balance of payment means that more money is flowing out of the country than coming in and vice versa.

COMPANIES: It is a collection of individuals are physical assets with a common focus and an aim of gaining profits. This collection exists in law and therefore a company is considered a legal person”. In English law in the common wealth realms a company is a body corporate or corporation company registered under the companies’ acts or similar legislation. It does not include a partnership or any other unincorporated group of persons, although such an entity may be loosely described as a company.

IMPORT: Is derived from the conceptual meaning as to bring in the goods and services into the part of a country. The buyer of such goods and services is referred to as “Importer” who is based in the country of import whereas the overseas based seller is referred to as “exporter”. Thus an import is any good e.g a commonly or service brought in from one country to another country in a legitimate fashion, typically for use in trade.

Imports, along with exports from the basis of international trade. Import of goods normally requires involvement of the customs authorizes in both the country of import and the country of export and are often subject to import quotes, tariffs and trade agreements.

EXPORT: The term export is derived from the conceptual meaning as to ship the goods and services out of the port of a country. The seller of such goods and services is referred to as an “exporter” who is based in the country of export whereas the overseas based buyer is referred to as “Importer”. In international trade, “exporter’ refers to selling goods and services produced in home country to other markers. Any good or commodity transported from one country to another country in a legitimate fashion, typically for use in trade.

1.9
ORGANIZATION OF THE STUDY
The research work will be divided in to five chapters. Each chapter contains the following:

Chapter one contains the background of the study on Persistent depreciation of Naira Currency on  the growth of Nigeria economy, Statement of the problem, objective of the study, Research question, Research hypothesis, Scope and Limitation of study. 

Chapter two deals with the Conceptual framework, theoretical frame work on devaluation of Nigeria currency as it regards to performance of C.B.N

Chapter three Research methodology, research Design, source of data, instrument of data

 collection, data analysis technique.

Chapter four will contain introduction, presentation and analysis to research questionnaire, 


according to test of hypothesis and case study report and generalization.

Finally chapter five will discuss the findings, summary, conclusion, recommendation and 


suggestion for further study.
CHAPTER TWO
LITERATURE REVIEW

2.1
CONCEPTUAL FRAMEWORK

2.1.1
Concept of Economic Growth

Economic growth is the increase in the market value of the goods and services produced by an economy over time. It is conventionally measured as the percent rate of increase in real gross domestic product, or real GDP.

Between 1960 and 1970, GDP recorded 3.1 per cent growth annually as driven by agricultural sector, between1970 and 1980 which is oil boom era, Nigeria recorded a remarkable increase in GDP of 6.3 per cent annually. In the early 1980s, the growth rate reduced but from 1986, as a result of structural adjustment and economic reform, there was an improvement because GDP increased at the rate of 4 per cent. The GDP in Nigeria averaged 1.32 percent between 2013 and 2015. The highest growth rate was achieved in the third quarter of 2015 which was 9.19 per cent. Services sector being the largest sector of the economy accounted for 50 per cent of the GDP while the fastest segment is information and communication. 

Agricultural sector, which used to be the biggest sector with high potential for employment accounts for 26 per cent and oil sector accounts for just 11 percent. The effect of undervaluation on growth appears to be large and highly significant, also, stronger for developing countries (Rapetti, Skott, & Razmi, 2012).

2.1.2
Nominal and Real Exchange Rates
The two exchange rates were clearly distinguished. The nominal exchange rate is the relative price of the currency of two countries. The real exchange rate is the relative price of the goods of two countries.

The real exchange rate is related to net exports. The lower the real exchange rate, the less expensive domestic good are relative to the foreign goods, and the greater is the demand for net exports. The trade balance must equal net forging investment which implies that net exports equal saving minus investment. Saving is fixed by the consumption function and fiscal policy: investment is fixed by the investment function and the worked interest rate.  

The graph for the determination of real exchange rate is should in Appendix1. the real exchange rate is determined by the crossing of the vertical line representing saving minus investment and the downward- sloping line represents net exports schedule.

At this interaction, the quantity of dollars supplied for net foreign investment equals the quantity of dollars demanded for the net export goods and services. 

For the nominal exchange rate, the following equation holds.

% change in e = % change in E + (11*-!!)  percentage change in nominal exchange rate = percentage change in real exchange rate + Difference in inflation rate  (II is the inflation rate in our country while II* is the furring country inflation rate). This equation stages that the percentage change in the nominal exchange rate between the currencies  of two countries equals the percentage change in the real exchange rate puls the difference in their in flation rates. (Mankiw 1997: 195 – 205) this research work will be concerned with nominal exchange rate for the purpose of simplicity.

2.1.3
The Foreign Exchange Market in Nigeria
According to CBN Brief (2000:61), the modauties for the management of the foreign  exchange market changed substantially since the introduction of the STEM, in line with the principles of the structural Adjustment programme (SAP), which emphasized market- oriented approach to price determination, but the features have remained  unchanged. The supply of foreign exchange has continued to be mainly from oil receipts. The flow of non-oil foreign exchange receipts to the CBN in 1986 fell retain their entire foreign exchange proceeds in the domiciliary  accounts. The composition of demand for foreign exchange remained largely the same except that demand pressures increased.

The mechanism of exchange rate of determination and allocation of foreign exchange under the deregulated system is based on forces of demand and supply. Within the basic framework of market determination of the Naira exchange rate various methods were applied and some adjustment carried out to fine-tune the system. A transitory dual exchange rate system (first and first-tier was managed, while the second-tier was subjected to market forces. The first-tier rate was applied to debt service payments, other public sector disbursements and pre-SFEM transactions, while all other tractions were undertaken at the second-tier rate.. on July 2 1997, the first and second-tier markets were merged into an enlarged method foreign exchange market (FEM various practicing methods such as marginal,  weighted average, and Dutch Auction system were adopted. 

  Lle (1999:333) Stated that with the introduction of the SFEM, the federal ministry of finance had its locative powers transferred to CBN, but it retained approving powers on public sector transactions. Its powers were enhanced in 1989 when it was assigned the responsibility of licensing bureau de change. The burearx de change were set up principally to enlarge the scope of the officially recognized foreign exchange market, accord access to small users of foreign exchange in a less formal manner and enhance macroeconomic management. Correspondent banks abroad continued  with their intermediating role except that they stopped accepting responsibility for paying on behalf of Nigerian importers until reimbursements were made. This practice was a spillover from the latter years at exchange control when foreign reserves were rather low.

The reversal of policy in 1995 to that of a guided deregulation necessitated the institution of the Antonymous foreign Exchange Market (AFEM) and the active participation of the bureaux de change in the AFEM. The bureaux de change would purchase and sell privately sourced foreign exchange at the automats exchange rate. The major goals of the new policy were to deliberately build up and strengthen  external reserves to enhance confidence in the Nigerian economy, strengthen  the Naira and pave the way for its sustained stability and ultimate convertibility. Banks were allowed to deal among themselves in autonomously sourced foreign exchange, while dealing in intervention funds from the CBN in the autonomous market was prohibited. To ensure adherence to this rule, the intervention funds were disbursed directly to end-users at current market rates. This mode of disbursement was maintained in 1996. although the thrust of policy was retained in 1997, substantial liberalization of foreign exchange practice occurred. 

   According to Afilabi (1999) , in 1998 the baulk of the policy measures in the preceding years was retained while some of the existing ones we either further liberalized or fine- my the new measures include the requirement that public sector prostates and agencies should henceforth source their foreign exchange needs from the AFEM, the lifting of the lifting of the ban on some categories of imports, including used vehicles, customs and port reforms to ensure clearance of goods within 48 hours. As a result of the incidence of round tripping associated with the fixed official exchange rate and distortion created by the subsidized rate at the official market, the official exchange rate was abolished on January 1999. on October 25, 1999, the AFEM was reconstituted into the inter-bank foreign exchange market (IFEM)>IFEM is intended to promote inter-bank activities with a view to encourage privately sourced foreign exchange for its funding.

     CBN Briefs (1999:4) stated that due to the deregulation of exchange rate, the manufacturers association of Nigeria expressed dissatisfaction. It is of the opinion that the deregulation policy would not augur well for the manufacturing sector. MAN. Stated that the deregulation policy would lead to the depreciation of naira and consequently, there would be a decline on capacity utilizations access to raw materials becomes hampered by high cost of foreign exchange. 

2.1.4
Reasons for the persistent depreciation of the naira

   According to Akingbola (1994:29), the causes include:- Instability and inconsistency in the management of the foreign exchange market leading to uncertainties and panic in the minds of the end users which in turn leads to speculative foreign exchange purchase.

· Deficit spending by the government, which in turn results in inflation.

· Failure of various policy measures put in place to encourage non-oil export and there by diversity the nation’s foreign exchange earnings.

· The insistence by the monetary authorities that the rates of the official FEM and the parallel (black) market most merge without a clear under standing of the relationship between the markets.

· Undue dependence of the economy on oil imports

· Poor performance of non – oil exports and low level of productivity on the country.

· Expansionary fiscal policies at both the federal and state government level and destabilizing speculation.

· Political tension, social unrest and aggressive trade unionism.

· Increase in foreign exchange demand for both hedging and speculative purposes. In addition, Obadan (1992) attributed the depreciation to the following factors. 

· Instability in the crude oil market

· Insufficient funding of the foreign exchange market

· Excess demand for foreign exchange in relation to supply.

· Banker’s sharp practices.

         Also, Aluko (1991) argued that the value of naira is falling not because of demand but because of loses of confidence in the naira, which has made people to own accounts in foreign currencies. Osayande (1993) added that in an open market economy, the factors that influence the rate of exchange of the nation’s currency are the size of the productive base of the economy. The balance of trade position and hence the size of the external reserves, and government excise of fiscal responsibility together with its preparedness to support its currency. 

2.1.5
Effects of the depreciation of the naira on Nigeria Economy.
It is obvious that the continued depreciation of the naira exchange rate is a result of the floating exchange rate system introduced in 1986. The intermediate objective of this system were therefore not wholly obtained. However it should be emphasized that output performance during the period of reforms that led to the depreciation was better than the preceding period but was generally below expectation in terms of the needs of the economy (Ojo 1994:20).

    Out of the various sectors, agricultural performance satisfactory. The index of agricultural productivity increase uninterruptedly as the naira depreciate except in 1988.the food crop and to a larger extent, the export crop component responded favorable to the change in price structure. This was less so far the livestock and fishery components of agricultural production, which experienced significant slow down in output arising from increased cost of imported inputs.

   Industrial production also picked up relative to the decline observed in the early 1980’s, but has been unable to match the high performance recorded in the 1970’s. manufacturing production, helped immensely by the reformed foreign exchange allocation system moved up quite rapidly from the low levels before 1986.

  However, Aluko (1991) in his pioneering efforts as a seasoned professor of economics examined the implications of the naira depreciation and disclosed that wages are bound to become thoroughly. Inadequate leading to inflation eventually. OJO (1994) in agreement with Aluko observed that inflationary pressures have built up in the economy in response to the depreciation of the naira. He also observed that although per capital nominal income increased steadily since 1986, real per capital income has generally been on the decline with rising inflation, purchasing power has declined substantially since income increases have been small and unemployment has increased particularly among primary, secondary and university graduates.

   However, according to Ajayi (2009), depreciation of the naira has no effort on the external trade balance because of the low price elasticity generally associated with the import and export demand functions.

    Other relevant studies on the effect of exchange rate on an economy includes stern (2005), Bateman (2003) and Nyanteg (2000), which have shown using the case of cocoa in Ghana, that producers have a positive reaction to price, thus implying that output increases as the value of currency falls.

2.1.6
Measures to strengthen the value of the naira
On this issue, Atedo (2002) said that one of the key objectives of for ex-management has to be defined in terms of maintaining a credible international payment system devoid of too many uncertainties. Another goal has to be optimal pricing of scarce resources with a view to achieving rapid economic growth. This will imply a market determined exchange rate supported by sound fiscal measures.

  There is a four way test which an optima foreign exchange payment should meet and these as  stated by Atedo include:

a) Reasonable certainty that a manufacturer or importer can approach his bank with a view of having his forex requirements met infill without two much fuss that his business can afford to pay the ruling market price.

b) Transactions between forex dealers and the CBN should be transparent and accountable.

c) Transactions between  dealers and the general public should equally be transparent i.e free of corruption.

 d) The system should be sustainable.

  On the other hand, Onimode (2022) suggested that Nigeria should adopt the multiple exchange rate system as it is being done in countries like Egypt, south Africa and Brazil, fix the official rate and allow it to move up and down within a range.

Anagegbulam (2013) added that since banks are  only adding for foreign exchange on behalf of their customers, the CBN should find out precisely what those users use the money for; whether they are  used for manufacturing or for other domestic activates that do not generate foreign exchange.

  In the opinion of Akingboya (2004) the CBN should revert to preferential allocation system of foreign exchange, giving priority to real sectors of the economy, while the market forces will apply only to  other non-essential users of foreign exchange.

     Osayande (1993) is of the view that Nigeria should embark on broad  based export programme,  rationalization of import and at the  same time do a subtle direct  indirect manipulation of the exchange rate to the desired value of the national currency vis-avis other currencies, that a realistic exchange rate would have been achieved when this leads to and appreciable growth in capital goods in contra- distinction to protozoon investment which only involves buying and selling of financial securities. As such, a realistic rate of the Naira would be said to have been achieved when the marginal propensity for real investment will be higher that that of proper investment.

   According to lle (1999), the solution to the depreciation of Naira are stated as follows:-

a. There should be an effort to drain off excess liquidity from the system.

b. There is need to uncap interest rate.

c. There is  a need to ensure the harmonization of monetary and fiscal posies.

d. There is need to reduce the excess demand  for foreign exchange.

e. The monetary authorities should intervene periodically in the foreign exchange market to achieve certain tragic objectives.

f. Exchange rate management should  be conducted in a manner that is technical  and realistic.

  Also, the government should adopt and implement monetary and fiscal policies that will drain off excess liquidity and therefore effectively combat inflation.

This will greatly reduces the adverse effects of inflation.

The government should adopt strategies aimed at boosting industrialization and export trade such as export-promotion and local resource based on strategies. This will help boost output and capacity utilization in the manufacturing sub-sector.

A lot also lies in the hands of the private sector to work in line with government policies and become more involved in production for export in order to earn foreign exchange needed it financing its operations.                           

Political instability is also an important factor. That affects the depreciation of Naira. .

 Also over dependence on the oil sector should be reduced by government bringing up new policies like (NEED) 

2.1.7
Naira Redesign 

Meanwhile, in terms of monetary policies, on October 26, Emefiele announced plans to redesign, produce, release and circulate a new series of three banknotes out of the existing eight banknotes. The redesigned N200, N500 and N1000 notes were due for circulation on December 15, 2022. The bank said the current series of the aforementioned naira notes will remain legal tender until January 31, 2023. 

Emefiele further explained that the move was targeted at controlling currency in circulation, curbing counterfeiting, and reducing the amount of cash available to the public to pay ransoms to kidnappers. Subsequently, the newly redesigned naira notes were officially unveiled by President Muhammadu Buhari on November 23. The new notes were criticised by many Nigerians who described the change as a “repainting –not redesigning”.

On October 26, 2022, the Governor of the Central Bank of Nigeria, with the approval of the President, Major General Muhammadu Buhari(retd.), announced the naira redesign policy entailing the issuing of new naira notes to replace the existing N200, N500 and N1,000 notes. All the other denominations – N100, N50, N20, N10, and N5 notes – were to continue to be in circulation while the current N200, N500, and N1,000 naira notes would cease to be legal tender in the country after January 31, 2023. Two associated and complementary policies involving cash withdrawal limits were announced on December 6 and December 21, 2022. The December 21 policy amended and replaced the withdrawal limits announced on December 6 in response to concerns raised by a segment of the public. Expectedly, the naira policy measures attracted controversies as some stakeholders viewed the possible impact of the measures on their interests and pet projects rather than consider the net impact on the people and the economy as a whole. Perhaps, while, in the absence of strong public enlightenment, some people genuinely did not understand the essence of the policy measures, there are others who apparently chose to misinterpret the measures in consideration of their personal interests.
2.1.8
Withdrawal Limits

More so, in its bid to drive a cashless economy, the CBN, on December 6, directed deposit money banks and other financial institutions to ensure that weekly over-the-counter cash withdrawals by individuals and corporate entities do not exceed N100,000 and N500,000, respectively. The policy, which is expected to take effect nationwide from January 9, 2023, will reduce withdrawals at automated teller machines (ATMs) and point of sale (POS) terminals to N20,000 daily. Also, only denominations of N200 and below will be loaded into the ATMs. In “compelling circumstances”, individuals and organisations will be allowed to make cash withdrawals above the specified limits. Interestingly, such withdrawals cannot be more than once a month and will also attract a processing fee of 5 percent for individuals and 10 percent for corporates. 

The bank also listed some documents required for higher cash withdrawals which are expected to be uploaded on a CBN portal created specifically for that purpose. In documents include: a valid means of identification of the payee (national ID, international passport, driver’s licence), bank verification number of the payee (BVN), notarised customer declaration of the purpose for the cash withdrawal, senior management approval for the withdrawal by the managing director of the drawee, where applicable; approval in writing by the managing director/CEO of the bank authorising the withdrawal. The policy generated criticisms from several quarters. POS operators said it would rob them of their means of livelihood while politicians said it was targeted at them ahead of the 2023 general election.

As such, on December 21, the apex bank announced an upward review of the cash withdrawal limits, allowing individuals to access a maximum of N500,000 per week while corporate organisations can withdraw up to N5 million weekly across all channels including POS terminals and ATMs.
2.2
THEORETICAL REVIEW

2.2.1
Trade Theory

Standard trade theory relates in good with the real exchange rate. Setting all other variable fixed, the-trade theory state that exchange rate can affect the economy's imports and exports. A fluctuation in the exchange rate affect both the value and volume of trade. Thereby a unit of foreign good would give more of domestic house-holds buying less foreign goods and foreign house-holds wanting to purchase relatively more domestic goods. The higher the real exchange rate the more surplus in the net exports the country will obtain (Zhang in Anderson & Styf, 2010). Lerner widened standard trade theory by including price elasticities of demand for imports and exports as important element in determining the effect of exchange rate changes on the trade balance. An increase in exports and cut down on imports due to depreciation in the exchange rate does not necessarily mean a correction, or even an improvement, in the trade balance. The trade balance is not concerned with the amounts of physical goods but with their actual value’ (Lerner, in Anderson & Styf, 2010).

2.2.2
The Traditional Flow Model 
The traditional flow model, views exchange rate as the product of the interaction between the demand for and supply of foreign exchange (Augutus, 2003). In this model, the exchange rate (sin equilibrium when supply equals demands demand for foreign exchange, (Olisadebe, 1991). The exchange rate adjusts to balance the demand by the domestic resident for foreign exchange. The demand for foreign exchange depends on domestic resident’s demand for domestic goods and assets. On the assumption that the foreign demand for domestic goods is determined essentially by domestic income, the relative income plays a major roe in determined exchange rate under the flow model. 

Since assets demand can be said to demand on difference between domestic and foreign, interest rate differentials is other major determinants of the exchange rate in this frame work. Under the traditional flow model that is the balance of payments model, the exchange rate is assumed to equilibrate the flow supply of and the flow demand f or foreign currency. The balance of payment deficits (surplus) in current amount is offset by surplus in (deficits) in the capacity account. The major limitations of the traditional model or the portfolio balance model include the overshooting of the exchange rate target sand the fact that substitutability between money and financial asset may not be automation, this lead or led to the development of the monetary approach.
2.2.3
The Elasticity Approach 

This approach merely restricts to trade invisible goods. According to this approach, the success of devaluation in improving the balance of trade and through it, the balance of payment depends upon the demand elasticity of imports and exports developing country (Dewett, 1982). In other words an improvement in the balance of trade will depend upon whether the demand for import and export is elastic devaluation makes which makes import of the devaluating country costlier than before and in case her demand for import is elastic, ad higher amount will be spent by the foreigners thereby affecting adversely the balance of payment of the devaluing country. However, if her demand for exports as a result of devaluation in her balance of payments, will purchase more, likewise, if her demand for imports is elastic, then the imports of the country will be significantly reduced by developing country. However, some rules are needed to related the required degree of elastics for the success of devaluation in improving balance of trade. In this context, we have what is called “marshal learner conditions”. 

According to these condition, devaluation will improve the balance of trade of a country of the sum of the elasticity of demand for assuming both elasticity are infinite. Let Exd , Emd = price elasticity of demand for exports, and imports respectively. Exs , Ems = price elasticity of supply for exports and imports respectively. Then according to learner’s condition, devaluation will increase a country’s balance of trade, Exd , EmdD1, given infinite Exs , Ems . I should be emphasized that the marshal learners condition related only to demand for commodity exports and imports. The response of capital should be taken into consideration before it can be determined whether devaluation will improve the balance of payment or not. This is because, if sufficient amounts of autonomous capital flows into the devaluing country, it would be possible to have the sum of elasticity of demand less than one and yet devaluation may lead to improvement in the balance of payment of the devaluing country. This is reduced as a result of devaluation, the with the sum of elasticity greater than one, would aggravate the deficit. This would occur if capital was discouraged by devaluation and investors fear further devaluation. Moreover, if the trading partners retaliate, devaluation will not make any impact on the import and export of the devaluing county, even though her demand for imports and exports may be elastic.
2.2.4
The Monetary Approach

The monetary approach is predicted on the importance of money. It identifies exchange rate as a function of relative shift in money shift in money stock, inflation rate as a proxy and domestic output between an economy and a trading partner economy. It is important to know that the purchasing power parity (PP) is a major component of the monetary approach. The monetary approach is a recent development in the theory of exchange rate determination. It view as the exchange rate as being the relative price of two assets (natural monies) is determined primarily by the relative supplies of demand and for those movies, the equilibrium exchange rate is attained when the existing stocks of the two monies are willingly held (Gbosi, 2003). It is therefore argued that a theory of exchange rate deterioration should be stated contently in terms of the supplies and demand for those monies. 

In this model, exchange rate adjusts to allocate the total stocks of foreign exchange in question in the asset market. This new theory of exchange rate determination according to (Guarter and Hottman, 1985), can be presented in one or two terms the monetary approach or the asset market approach of exchange rate determination. These approaches emphasizes on the roles of money and assets in determining the exchange rate, when it is flexible. The asset market approach or monetary approach, attributes variation in exchange rare essentially to income and expected rates of return as well as the other factors that influence the supplies of demand for the various nation monies over the relative supplies of money and the fact that the demand for money is viewed to depend on the level of real income and the interest. The monetary approach postulated that the exchange rate is determined primarily by two key factors, namely, relation several versions of the monetary approach to exchange rate determination. 

The early flexible price primarily by the relative supplies of demand and for those movies, the equilibrium exchange rate is attained when the existing stocks of the two monies are willingly held (Gbosi, 2003). It is therefore argued that a theory of exchange rate deterioration should be stated contently in terms of the supplies and demand for those monies. In this model, exchange rate adjusts to allocate the total stocks of foreign exchange in question in the asset market. This new theory of exchange rate determination according to (Guarter and Hottman, 1985), can be presented in one or two terms the monetary approach or the asset market approach of exchange rate determination. These approaches emphasizes on the roles of money and assets in determining the exchange rate, when it is flexible. The asset market approach or monetary approach, attributes variation in exchange rare essentially to income and expected rates of return as well as the other factors that influence the supplies of demand for the various nation monies over the relative supplies of money and the fact that the demand for money is viewed to depend on the level of real income and the interest. The monetary approach postulated that the exchange rate is determined primarily by two key factors, namely, relation several versions of the monetary approach to exchange rate determination. The early flexible price of the currency of a country, with a current account supplies (deficit) to depreciate. This apparent shortcomings of the monetary approach as said to be related to its narrow view of an exchange rates as the relevant prices of movies in addressing this shortcomings, the portfolio balance approach posits that an exchange rate is determined at least in short-run by the supply and demand in the markets for a wide range of financial assets. 

The model assumes that individuals allocate their wealth (w) which is fixed at a point in tie, among alternative assets. Domestic money (m) domestically, issued bonds (b) and foreign bonds denominated in foreign currency (f) in a simple one country model. Theories of economic growth provide the empirical frame work for this study. The classical theory of economic growth assumed the existence of a perfectly competitive economy where invisible hands allocate resources efficiently. Though Adam Smith, recognized the start of the development process when argued that division of labour increases productivity which raised relatively output, the classicist regard capital accumulation as a key of economic development. The Harrods – defect in that on the other hand, it constitutes a demand for output and on the other hand, it increases the total productivity capital of the economy. The mechanism through which economic development is accomplished is net investment. Both Harrods as well as Domar assumes fixed capital output that is, a rigid relationship between capital stock and output (Domar 1957). 

2.2.5
The Neoclassical Growth Theory 

The neoclassical growth theory on the other hand stresses efficiency in the allocation of resources and largely ignores social and political factors in economic growth. In spite of growth in national output, relative deprivation, poverty and imbalance among sector continued to increase. The structural change theories of which Aurthr Lewis, two sector surplus labour theory is a well known representative, addressed these structural distortions. The expected growth of output and employment in the modern sector may not be realized. This is so when capital stock embodying labour savings, technical progress is sued in the modern sector in such a situation that the expected transfer of the assumed surplus labour from the traditional to the modern sector has often failed to nationalize structural change theory, therefore, emphasize the degradation of the economy to facilitate grater understanding of he development process. Capital formation has been emphasized as it rates to the production of capital goods, like machines, plants and equipment. To measure economic growth, economist use data on gross Domestic Product (GDP) which measures the total income of everyone in the economy. The real GDP per person also observe large differences in the standard of living among countries (Mankiw and Gregory, 2004). 

The Solow growth model shows how growth in the labour force and advances in technology interact and how they affect output. The first step in building the model, we examine how the supply and demand for goods determine the accumulation of capital. To dot thus, we hold the labour force and technology fixed, later, we relax these assumptions fixed by introducing changes in technology. The Solow growth model enables us to describe the production distribution and allocation of the economy’s output data print in time.

Moreso, the Solow growth model shows how savings, population growth and technological process affect the growth of output over the time. The simply of goods in the Solow growth model is based on the low familiar production function Y = f (k,L). Output depends on the capital stock and the labour force. The Solow growth model, assumes that production function has constant returns to scale. However, the new endogenous growth model propounded that technological changes is endogenous to growth because it is responsible for the signal as price and profits in he economic system. The endogenous growth theorist introduced the concept of human capital as a factor for growth. 

These new growth theorists 36 include Mankiw, Romar and Weil, Arrow, Villanueve Rebelos A. K. model. The increasing returns theorist opposed the one classical growth theory that are subject to decreasing returns and said that the investment in some new area product, power source or production technology proceeds through time that each new increment of investment is more productive than the previous increment. The source of these increasing returns can be seen through cost and idea. Investment in the early stages of development may create new skills and attitudes in the work force whose cost may be lower than the previous investment at the initial stage. Also each investor may find investment because of the infrastructure that has been created by those who came before. Finally, the new growth do not predict convergence and hence, countries with abundant physical and human capital will grow permanently faster that countries with small capital in contrast to the Solow model, the new growth model predicts divergence as implied in (Romer, 1996) and (A.O. Jenur, 2008).
2.3
EMPIRICAL STUDIES

Udoh and Udeaja (2019) investigated the relationship between financial dollarization and nominal exchange rate volatility in Nigeria applying Threshold Autoregressive Conditional Heteroscedasticity (TARCH) model covering the period December 2009 to September 2018 using monthly data. The findings showed that the degree of financial dollarization has a great impact on exchange rate volatility in the country. It also revealed that there is a high degree of persistence and ratchet effect exhibited by the exchange rate volatility.

Nwafor (2018) examined the effect of Nigeria’s currency rate on the economic growth of Nigeria. The study was focused on establishing the extent to which Naira rate have influenced economic growth from using data spanning between 2006 and 2016; and the extent to which the Naira rate has influenced inflation in Nigeria within the same time frame. This study however employed Ordinary Least Squares technique of analysis to construct a regression model to test stated hypotheses. Findings revealed that the Naira rate has no significant impact on economic growth in Nigeria and that the Naira rate has a significant influence on inflation rate in Naira

Okaro, (2017) investigated the effect of currency devaluation on the economic growth of Nigeria. Specific objectives of the study were; to examine the relationship between currency devaluation and the following variables, the real gross domestic product, Nigerian external debt, and private domestic investment in Nigeria.

This study relied on time series data generated for a period of 16years, from 2000-2015. The Ordinary Least Square (OLS) regression method and the computer software application E-views 8.0 were used for the analysis.

The result of the analysis which is in line with the a priori expectation shows that: there is a significant relationship between Currency devaluation and real GDP in Nigeria; there is a significant relationship between Currency devaluation and external debt in Nigeria and there is no significant relationship between Currency devaluation and private domestic investment in Nigeria.

Ismaila (2016) examine exchange rate depreciation and Nigeria economic growth during the SAP and post SAP period. The study covers the period of 1986–2012, using the Johasen co-integration test and error correction model analyses. The results show that broad money supply, net export and total government expenditure have significant impact on real output performance in the long run while exchange rate has direct and insignificant effect on Nigeria economic growth in both short and long run this implies that exchange rate depreciation during the SAP period has no robust effect on Nigeria economic performance Bawa, Omotosho, and Doguwa, (2015) examined the persistence of currency substitution in Nigeria by including a ratchet variable in their projected Autoregressive Distributed Lag (ARDL) model. Beyond establishing the presence of currency substitution in the country during the period 1990 – 2013, they also found that the significant determinants of currency substitution were exchange rate hazards, predictable exchange rate devaluation, exchange rate spread, price increase potentials and the ratchet variables. According to them, the presence of currency substitution in the country may hamper the steadiness of the money demand role as well as the efficacy of monetary policy.

Doguwa (2015) estimated an autoregressive distributed lag model to identify the drivers of currency substitution in Nigeria between the period 2007 and 2011. He found that short-term foreign interest rates, devaluation expectations, exchange rate risk and political uncertainties are significant determinants of currency substitution.

Huseyin, Abdurrahman, and Gylych, (2015) using the same technique, investigated the relationship between currency depreciation and currency substitution in Nigeria during the period 1980 to 2013. Based on their co integration test that included variables such as money supply, real income, nominal interest rate and nominal effective exchange rate, it was found that Naira depreciation causes currency substitution in the country.

Aiya, (2014) assessed people’s perception on the impact of devaluation of Nigerian currency on the performance of poverty alleviation programmes in Edo state, Nigeria using primary data and Chi square statistical analysis, he found that currency devaluation limits the performance of poverty alleviation programmes in Edo state.

Kogid, Asid, Lily, Mulok and Lognathan (2012), carried out a research on the effect of exchange rates on economic growth, using nominal and real exchange rate, they found out that both exchange rates (nominal and real) are considered to have similar effects on economic growth. The results of Autoregressive distributed lags (ADRL) bounds test carried out by them suggest that long-run co integration exist between both nominal and real exchange rates and economic growth with a significant positive coefficient recorded for real exchange rate. In addition, the results of ECM-based ARDL also reveal that both exchange rates have a similar casual effect towards economic growth.
CHAPTER THREE
RESEARCH METHODOLOGY

3.1
INTRODUCTION 
In this chapter, issues that would be discussed are as follows; research design, area of the study, population of the study, sample size and sampling technique, instrument of data collection, validity and reliability of the instrument and method of data analysis. 

3.2
RESEARCH DESIGN

The data which has been collected for the purpose of this project and which will be analyzed in the course of writing this project have been obtained from the Central Bank of Nigeria through personal interview and questionnaire.
3.3
POPULATION OF THE STUDY

This research was only limited to the senior staffs of Central Bank of Nigeria (CBN) Ilorin. The population of this study which consist of over 100 staffs but the target population of this work consists of 44 staffs which is made up of Accountants, Directors and Auditors according to the Human Resource department (HR) as at January, 2023
3.4
SAMPLE AND SAMPLE SIZE

Sample is a small or selected group used to represent the whole. The sample size that will be used to represent the whole population will be determined using the Yaro Yamane as it would not be easy to use the entire population. 

The “Yaro Yamane” Formula is as stated below 

n =
      N 

   1 + N(e)2 
Where, 

n = Sample size 

N = Finite population 

1 = Constant 

E = Level of significance taken to be 0.05 

n = 44 

44

    1+44(0.05)2 
= 40 

Therefore the sample size for this study is 40

3.5
SOURCE OF DATA COLLECTION 
Data used for this research work were collected mainly from both primary and secondary sources. 

· Primary source: The primary data used for this work were gotten through questionnaire and oral interview which was administered to the respondent. 

· Secondary Source: The secondary data was gotten from textbooks, journals, newspapers, magazines and bulletin. 

3.6
 INSTRUMENT OF DATA COLLECTION
The instruments used for the purpose of the study are oral interview and questionnaire. Oral interview has to do with asking of question so as to gather as many information as possible. The questionnaire issued contains certain questions which are in accordance with the research work and the research hypothesis and are framed in a way that it would not be misunderstood by the respondent. 

These data were sourced from the central bank of Nigeria (CBN) statically bulletins and publications of the federal office of statistics, and the organization for economic cooperation and development (OECD).

VALIDATION OF INSTRUMENT    

The Gross Domestic Product (GDP) at current factor cost is used as proxy for economic growth. To determine the effect of the depreciation of the naira on Nigeria’s economic growth, the Gross Domestic Product (GDP) at current factor cost (G) is made a  function of the naira / dollar exchange rate(E) stated in implicit form as follows:

G = F(E)

Restarting in explicit form:

G = ao + aiE+U

To determine the effect of the depreciation of the naira on the performance of the industrial sector, the index of industrial production (I) is made a function of the naira / dollar exchange rate.(E) stated in implicit form as followings:

1 = F(E) 

Restarting in implicit form:

1 = bo + bi E + u

Where:

G = GDP at current factor cost.

I = Index of industrial production.

E = Naira / dollar exchange rate

ao = constant 

bo = constant    

ai = Regression coefficient to be estimated 

bi = Regression coefficient to be estimated

u = Error term.

The GDP and index of industrial production are the dependent variables while exchange rate is the independent variable.

3.7
METHOD OF DATA ANALYSIS 
Research data was analyzed using descriptive and inferential statistics. Descriptive statistics include frequency tables and percentages. The T-test served as the inferential statistic. The choice of T-test was informed by the desire or need to test for the quality of two population means since the responses of the respondents was categorized into five using likert scale. 
CHAPTER FOUR.
4.1
INTRODUCTION


Research investigation is not complete until their findings have made available to the people who are concerned with the decision making.


However, this chapter further brings in to focus this view of respondents that include the staff of CBN. The information contain in this chapter are detail of data collection through CBN staff.

4.2
DATA PRESENTATION AND ANALYSIS
        Using annual time series data on GDP at current factor cost, the index of industrial production, and the average naira / dollar gross exchange rates for the period 1986 to 2004 ols regression technique was applied using the formula below: 

ao = G - aiE

ai = <EiGi
       <Ei2

bo = 1 - biE

bi = <Eili
       <Ei2

S (ai) = [var(ai)]2

S(ao) = [var(ao)]2

S(bi) = [var(bi)]2

S(bo) = [var(bo)]2

t* = ai  and bi
      S(ai)    S(bi)

r2 = <EG     and bi <EI
         <G2                <I2

The ols regression technique yields the following resources:

4.3  
THE EMPIRICAL RESULTS 
G = -245910.345 + 43958.796E

S(ai) = (220666.139)   (3053.297)

t* = (-1.114)   (14.397)

t0.025 = 2.120

               r2 = 0.928

I = 121.680 +0.191E

S(bi) = (3.343)     (0.046)

t* = (36.396) (4.126)

t0.025 = 2.120

               r2 = 0.515 

Where S(ai) and S(bi) are standard errors of parameter estimates t* is the observed t-ratio and t0.025 is the critical t- ratio and r2 is the coefficient of determination.

EXAMINATION OF THE ALGEBRAIC SIGNS OF THE PARAMETER ESTIMATES.
          From the empirical result the estimated regression coefficient of exchange rate in relation to the GDP has passed the economic a prior test this is because it bears a positive sign, which in accordance with a prior expectation vindicate a devece relationship. between exchange rate and GDP.

             The regression coefficient of exchange rate relation to the index of industries production has also passed the economic prior test. This is because it bears a positive sign, which in accordance with a prior expectation indicate a direct relationship between exchange rate and the index of industrial production.

4.4    STATISTICAL TEST OF SIGNIFICANCE.
	Equation number
	Observed t-ratiot*
	Critical t-ratio t0.025
	   Test results
	

	   4.1.1

   4.1.2
	           14.393

                4.126      
	                2.120

                    2.120   
	           S

              S
	


S = Significant; reject Ho and accept Hi

EVALUTION OF THE HYPOTHESIS 
HYPOTHESIS 1
Ho ; The depreciation of the naira has no significance effect on Nigeria’s economic growth level

Hi : The depreciation of the naira has a significance effect on Nigeria’s economic growth level.

        It 5 percent level of significance and 16 degrees of freedom, the two – tailed test carried out shows that ai is statistically significance. This is because the t* of ai falls in the critical region (t*> t0.025) that is 14.397 > 2.120. thus, the alternative hypothesis is accepted.

          Also, the empirical results show that the coefficient of determination, r2 is 0.928. therefore the variation in the dependent variable(GDP) attributed to the independence variable (exchange rate)  is approximately 93 percent. This implies that the explanatory power of the independent variable is very high.

HYPOTHESIS 11
Ho: The depreciation of the naira has no significance effect on the performance of the industrial sector.

Hi: The depreciation of the naira has a significance effect on the performance of the industrial sector.

     At 5 percent level of significance and 16 degrees of freedom, The two – tailed test carried and shows that bi focus in the critical region(t*>t0.025) That is 4.126 ? 2.120. thus the alternative hypothesis is accepted.

     Also, the empirical results show that the coefficient of determination, r2 is 0.515.therefore the variation in the dependent variable (index of industrial production) attributable to the independent variable (exchange rate) is approximately 52 percent.

This implies that the explanatory power of the independent variable is good.

4.5 
IMPLICATION OF THE RESULTS
           The empirical results show that the devaluation the naira has made a significant, positive impact on the Nigerian economy. The direct relationship established between GDP and exchange rate and between industrial index and exchange rate through the estimation techniques show that industrial output and over all national output increases as the Naira /Dollar increases. This therefore implies that the exchange rate depreciation policy which led to the  depreciation of naira is a step in the right direction.

                Again, the results shows that the models have good r2, this implies that the models can be useful not only in the explanatory (analysis) of economic phenomena but also forecasting.

CHAPTER FIVE
  SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION.
5.1 
SUMMARY OF FINDINGS.
                This study is aimed at determining reliably the causes and effects of the persistent depreciation of the naira in the foreign exchange market and therefore to investigate the avenues through which it can be activated. Based on available data, the analysis yielded the following results:

                 Firstly, it was discovered that the factors that have led to the persistent depreciation of the naira including, undue dependence of the economy on the oil sector and on import deficit spending by the government which has led to inflation, instability and inconsistency in the management of the foreign exchange market which has led to increase in speculative demand for foreign exchange instability in the crude oil market, insufficient funding of the foreign exchange market, sharp practices by bankers, loss of confidence in the naira, etc.

Secondly, the results show surprisingly that the depreciation of the naira has made a significant positive impact on the Nigeria economy in fact, national output increases as the naira / dollar exchange rate increased and it was discovered that 92 percent of the variations in GDP can be attributed to variations in the exchange rate. This goes with the studies carried out by stern(1965). Bateman (1973:10) and Nyanteng (1980:40).

Finally, it was also discovered that the depreciation of the naira has made a significant positive impact on the Nigerian industrial sector as industrial output grow with increases in the naira / dollar exchange rate. This is agreed with OJO (1994:20).

5.2 
CONCLUSION           
From the analysis of data, it can be concluded that the depreciation of the naira which has occurred due mainly to the policy of exchange rate deregulation has contributed significantly to Nigeria’s economic growth and the industrial sector. This implies that the policy is step in the right direction.

 However, there is still room for improvement. For instance, it is observed that the policy has not made the desired impact on the manufacturing sub – sector. Also, the persistent depreciation of the naira has led to a weakened confidence in the naira.

Therefore, adequate steps should be taken to make positive effects of the exchange rate deregulation policy to be felt in all sector of the economy. Also, effort should be made to attain a realistic and stable exchange rate of the naira. This will lead to improved confidence in the naira and further foster economic growth and development in Nigeria. 

5.3 
RECOMMENDATIONS
Based on the findings the following are recommended:

1. There should be a strict adherence to CBN’s monetary policy guidelines by both the public and private sectors. This will go a long way in solving the problems created by excess borrowing for speculative purchases of foreign exchange.

2.The monetary authorities should intervene periodically in the foreign exchange market to achieve strategic objectives.

3. The government should also adopt and implement monetary and fiscal policies that will drain off excess liquidity and therefore effectively combat inflation. This will greatly reduce the adverse effects of inflation on the manufacturing sub – sector.

4.The government should also adopt strategies aimed at boosting industrialization and export trade such as export promotion and local resources based strategies. This will help boost output and capacity utilization in the manufacturing sub – sector.

5.A lot also lies in the hands of the private sector to work in line with government policies and become more involved in production for export in order to earn foreign exchange needed to finance its operations.

6.political stability is also very essential to the growth of the Nigerian economy. This is because of the vital role it plays in boosting investment, which will go along way in solving the problems encounter in the manufacturing sector.
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